Final Audit Report of the
Commission on

Friends for Menor
May 10, 2006 — December 31, 2006

Why the Audit

Was Done

Federal law permits the
Commission to conduct
audits and field
investigations of sny
political committee that is
required to file reports
under the Federal
Election Campaign Act
(the Act). The
Commission generally
conducts such audits
when a committee
appems not to have met
the threshold
requirements for
substantial comphance
with the Act.! The audit
determines whether the
committee complied with
the limitations,
prohibitions and
disclosure requirements
of the Act.

Future Action
The Commission may
initiate an enforcement
action, at a later time,
with respect to any of the
matters discussed in this
report.

! 2 US.C. §438(b).

About the Campaign (p.2)

Friends for Menor is the principal campaign committee for Ron
Menor, Democratic candidate for the U.S. House of
Represontatives from the statc of Hawali, 2™ District and is
headquartered in Honolulu, Hawaii. For mare information, see
chart on the Campaign Organization, p. 2.

Financial Activity (p.2)

Receipts

o From Individuals $ 134,292

o From the Candidate 110,000

o Frora Political Committees 27,225

o Other Receipts : 48
Total Receipts $ 271,565

¢ Disbursements

o Operating Expenditures & Other $ 245,498
Disbursements

o Repayment of Candidate Loans 25,500
Total Disbursements $ 270,998

Commissien Findings (p.3)

e Candidate Loan and Receipt of Excessxve Contributions
(Finding 1) -

e Loan From the Candidate and Spouse (Fmdmg 2)
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Part 1
Background

Authority for Audit

This report is based on an audit of Friends for Menor (FFM), undertaken by the Audit
Division of the Fedaral Election Commission (the Commission) in accordance with the
Federal Election Campaign Act of 1971, as amended (the Act). The Audit Divisioa
conducted the audit pursuant to 2 U.S.C. §438(b), which permits the Commission to
conduct audits and field investigations of any political committee that is required to file a
report under 2 U.S.C. §434. Prior to conducting any audit under this subsection, the
Commission must perform an internal review of reports filed by selected eommittees to
determine if the reports filed by a particular committee meet the threshold requirements
for subatantial compliance with the Act. 2 U.S.C. §438(b).

Scope of Andit

Following Commission approved procedures, the Audit staff evaluated various risk
factors and, as a result, the scope of this audit was limited to the following:

1. The consistency between reported figures and bank records.

2. The disclosure of individual contributors’ occupation and name of employer.

3. The receipt of loans and contributions from the Candidate.



Part II
Overview of Campaign

Campaign Organization

Important Dates Friends for Menor

e Date of Registration May 25, 2006

e Audit Coverage May 10, 2006 to December 31, 2006
Headquarters Honolulu, HI

Bank Infarmatinon

e Bank Depositories 1

e Jlank Accounts 1 Checking Account

Treasurer

Treasurer When Audit Was Conducted

Amadeo P. Manuel

Treasurer During Period Covered by Audit

Amadeo P. Manuel

Management infornmtion

o Attended FEC Campaign Finance Seminar

No

Used Commonly Available Campaign
Manageinent Saftware Package

Yes

Who Handled Accounting and

Recordkeeping Tasks

Treasurer

Overview of Financial Activity

(Audited Amounts)
Cash on hand @ May 10, 2006 $0
Receipts |-
o From Individuals $ 134,292
o From the Candidate 110,000
o From Political Committees 27,225
o Other Receipts 48
Total Receipts $ 271,565
Disbursements
o Operating Expenditures & Other $ 245,498
Disborsements
o Repayment of Candidate Loans 25,500
Total Disbursements $ 270,998
Cash on bund @ December 31, 2006 $ 567




Part III
Summaries

Commission Findings

Finding 1. Candidate Loan and Receipt of Excessive
Contribhutions

FFM disclosed loans and/or contributions from the Candidate totaling $75,000 that
initially could not be verified as coming from the Candidate’s personal funds. These
funds were all transferred to FFM from the Candidate’s business account and potentially
resnited in impenmnissible contrlootions. In the interim audit repost, the Audit staff
recononended that FFM demuonatrate that the leans were from the Candidate’s persanal
funds. Abscnt such a demonstration, it was recommmendod that FFM refund any
impermissible contributions and properly disclose the source of the leans. After

consideration of FFM's response, the following was determined with respect ta the
$75,000:

Candidate Loan

Sixty thousand dollars was received by the Candidate’s business from corporations. FFM
provided evidence that $54,500 of that amount was the Candidate’s personal funds.
There remained a guestion concerning a $5,500 loan received from an incorporated
mortgage lnnding company. However, tHe Commissino Hettrmined that ther: was
insufficlent evidence that the loan resulted in a prohihited coatribution.

Receipt of Excessive Contributions

It was determined that three individuals loaned $15,000 resulting in excessive
contributions of $8,780. The Commission determined that the loans from individuals
resulted in FFM’s receipt of excessive contributions.

(For more detail see page 4)

Finding 2. Loan From the Candidate and Spouge -

FFM reported a $9,000 loan from the Candidate that was apparently made with funds
from the Condidetc’s apouse that were first deposited into a joint checking account of the
Candidate and his spouse. The Commission considered the extent to which the
contribution limits of 2 U.S.C. 441a(a)(1)(A) and 11 CFR §110.1(a) and (b) applied to
this loan. The Commission determined that the contribution limits of the Act and
Regulations did not apply to this loan. (For more detail see page 8)



Part IV
Commission Findings

Finding 1. Candidate Loan and Receipt of Excessive
Contributions

Summary

FFM disclosed loans and/or contributions from the Candidate totaling $75,000 that
initially could not be verified as coming from the Candidate’s personal funds. These
funds were all transferred to FFM from the Candidate’s business account and potentially
resulted in impennissible contributions. In the interim audit report, the Audit staff
recomnnended that FFM domonstrate that the loans were fromn the Candidate’s personal
funds. Ahsent such a demenstration, it was necommendod that FFM refund ary
impermissible contributions and properly disclose the source of the loans. After
cansideration of FFM’s response, the following was determined with respect to the
$75.000:

Candidate Loan

Sixty thousand dollars was received by the Candidate’s business from corporations. FFM
provided evidence that $54,500 of that amount was the Candidate’s personal funds.
There remained a question concerning a $5,500 loan received from an incorporated
mortgnge lemding company. However, the Comnmission detormined that there was
insufficient evidenoe that the loan resulted in a prohibited cantribution.

Receipt of Excessive Contributions
It was determined that three individuals loaned $15,000 resulting in excessive
contributions of $8,780. The Commission determined that the loans from individuals
resulted in FFM’s receipt of excessive contributions.

Legal Standard
A. Contents of Reports. Each report must disclose for the reporting period and election
cyclo, the date and amennt.of loans mede by or gnaranteed by the candidate and the-

identification of each person who makes, endorses or guarantees a loan to the committee.
2 U.S.C. §434(b)(2)(G) and (3)(E).

B. Contribution Defined. A gift, subscription, loan (except when made in accordance
with 11 CFR §§100.72 and 100.73), advance, or deposit of money or anything of value
made by any person for the purpose of influencing any election for Federal office is a
contribution. The term loan includes a guarantee, endorsement, and any other form of
security. A loan is a contribution at the time it is made and is a contribution to the extent
that it remnins anpaid. The aggregate amount loaned to a candidate or committee by a
contributor, when added to thor contributions frnn that individual to that caradidate er
comrhittee, shall not exceed the contrihmtion limitations set farth &t 11 CFR part 110. A



loan, to the extent it is repaid, is no longer a contribution. 11 CFR §100.52(a), (b)(1) and
(®)2).

C. Candidate as Agent of Authorized Committee. Any candidate who receives a
caritributiear, obtains any inan, or makes any disbursement in connectian wish his ar ter
campaign shall be considered as having received such contributiair, obtained sach loan or
made such disburseeaent as an agent of his or her autharized committee(s). 11 CFR
§101.2(a).

D. Definition of Personal Funds. Personal funds of the candidate mean the sum of all
of the following:

(a) Assets. Amounts derived from any asset that, under applicable State law, at the
time the individual became a candidate, the candidate had legal right of access to or
control over, and with respect ta whirch thd candidate had legal and rightful title or i
which the camdidate had an equitable inturest;

(b) Income. Income of the candidate received during the current election cycle, as
defined in 11 CFR §400.2, including:
(1) A salary and other earned income that the candidate earns from bona fide
employment;
(2) Income from the candidate’s stocks or other investments;
(3) Begquests to the caudidate;
(4) Income from trusts established before the beginning of the election cycle as
defined in 11 CFR §400.2;
(5) Income from trusts established by bequest after the beginning of the election
cycle of which the candidate ia the beneficiary;
(6) Gifts of a personal nature that had been customarily received by the candidate
prior to the beginning of the election cycle, as defined in 11 CFR §400.2; and
(7) Proceeds from lotteries and similar legal games of chance. 11 CFR §100.33

E. Receipt of Prohibited Contributions — General Prohibition. Candidates and
committees may not accept conuibutions (in the form of 1eoney, in-kind contributions or
loans) from, among other sources, the trexsury funds of a corpamtion. 2 U.S.C. §441b.

F. Autharized Committee Limits: An autharized committee may net receive mrre
than 2 total of $2,000 per electian from any onz person. 2 U.S.C. §441a(a)(1)(A) and 11
CFR §110.1(a) and (b). The Bipartisan Campaign Reform Act of 2002 (BCRA) includes
provisions that indexes the individual contribution limit for inflation. The individual
contribution limit for the 2006 election cycle was $2,100.

Facts and Analysis

FFM disclosed loans and/or contnbutlons from the Carididate totaling $75,000 that
initially could not be verified as coming fiom the Candidate’s personal funds. These
funds were all transferred to FFM from the Candidate’s business account. Based on an
examination of bank statements and other records relating to the Candidate’s business



account, the Audit staff determined the source of the funds was apparently $54,000 from
two corporations and $21,000 from an unknown source.

The source for these funds was discussed at an exit conference held at the end of audit
fieldwark. In suppen of his claim that tite amonnts were from pemenazl fuads, the
Candidate provided n letter which emphasized that centributions to his campaign were
never deposited into the law firm aceomt.

Interim Audit Report Recommendation and Committee Response
The Audit staff recommended that FFM provide evidence demonstrating that $75,000
transferred to FFM came from the Candidate’s personal funds. The evidence was to
include records to establish that the funds deposited into the Candidate’s business account
meet the definition of personal funds in accerdance with 11 CPR §110.10.

A. Candidato Loan

In response to the interim audit report, FFM provided a legal service agreement and a
counsel retention agreement to establish that $48,500 of the $54,000 from the two
corporations was income for services provided by the Candidate’s law firm and therefore,
were personal funds of the Candidate. FFM also clarified the previously unkaown source
for $6,000 of the $21,000 questioned by the Audit staff and provided evidence that the
funds were the personal funds of the Candidate.

For the remaining $5,500 received from the corperations, FFM indicated tlie funds were
the regult of a sepaptte ivan extended by a martgage lending company to the Candidate.
For this arrangement, FFM provided a promissory note between the Candidate’s law firm
and the CEO of the mortgage lending cempany and asserted that the loan agreement was
“negotinted. . -8 part of discussions for the provision of legal services by the candidate to
the company.”? FFM also provided a declaration from the Candidate stating the purpose
of the $5,500 loan was to “cover general overhead expenses related to [the Candidate’s]
law practice” and was made “in recognition of [the Candidate’s] agreement to represent
and perform work on behalf of [the mortgage lending company] in Hawaii, and to foster a
positive working relationship between [the Candidate] and his client going forward.”
The promissory note and the declaration by the Candidate do not establish that the loan
was made in exchauge foc the provision of legel services. The Audit staff enncluded that
the information snbmitted did nnt establish that proeesds of the $5,508 loan were the
Candidete’s personal funde.

FFM was provided a copy of the draft final audit réport on December 3, 2009 that
included the Audit staff’s conclusion stated above. In response, the FFM argued that the
$5,500 business loan from the mortgage lending company was permissible because there
was no evidence to demonstrate that any portion of $5,500 was utilized by the Candidate
to make loans to FFM since the Candidate’s business account maintained a sufficient
balance of other permiissible funds. FFM also reiterated that neither the Candidate nor
the mortgage londing company intended that the proceeds of the loan to be used for

2 Although the promissory noe was mude between the Candidate’s law firm and the CEQl of the mortgage
iending company, the luan proceeds were actually paid by the incorporated mortgage lending compeny.



campaign purposes. Rather, the Declaration by the Candidate stated the loan proceeds
were deposited into the business account to cover law practice related expenses. That
statement of intent was consistent with promissory note which specifics that “repayment
of this loan is to be secured by aecounts receivable of the Law Offices of Ron Menor.”
In its reaporme, FFM aiso jndieated that tiie $5,500 loan has alieady been paid in fdll with
interast.

Commission Conclusion

The Commission agreed with the Audit staff’s conclusion except with respect to the
$5,500 loan from the mortgage lending company. The Commission concluded that there
was not enough evidence to support a finding that this was an impermissible contribution.

B. Receipt of Excessive Contributions

In response to the interim audit report, FFM also provided records indicating that $15,000
of the originul $75,000 quesiinaerl by the Audit staif was from two separate personal
loans. FFM indicated that same of the funds were from a $10,000 personal loan provided
by FFM’s Treasurer and spouse. The remaining $5,000 was a personal loan from another
individual. The documentation provided for these personal loans did not indicate that the
loans were income earned by bona fide employment, investments, bequests, or
customarily received gifts. As such, the proceeds of these loans were not the Candidate’s
personal funds and resulted in FFM’s receipt of excessive contributions from three
individuals totaling $8,780.> FFM's Treasurer and his spouse subscquently waived
repayment by the Candidate for $8,000 of the $10,000 loar: amount in exchange for legal
services provided by die Candidate’s law firm. A copy of a receipt indicating the
repaymant af $3,900 by the Candidate was also provided far to $5,000 ioan. Tha
repayrments an hoth of thear loasis by the Candiddte totaling $11,900 ($8,000 + $3,900)
ara considered camtribntions to FFM. FFM has not filed amended repeits to disclose the
source of these loans or to report the repayments made by the Candidate as contributians.

FFM was provided a copy of the draft final audit report on December 3, 2009 that
included the Audit staff’s conclusion stated above. In response, FFM stated that if the
Commission determines that these amounts exceeded applicable contribution limits then
FFM believes the receipt of these excessive amounts occurred inadvertently and FFM is
prepared to work with the Commission to implement whatevor correclive actions are
neeessary. FFif indicated that these loan amounts bave been puirl in fidl with interest or
the Candidat: performed legal sexviees in lieu of repaymant of their loans.

Commission Conclusion
The Commission agreed with the Audit staff’s conclusion that FFM received excessive
contributions from three individuals totaling $8,780.

3 One of the three individuals also' made other contributions totaling $80 to FFM. The excessive amount
from all three individuals is calculated as $8,780 (Contributions from these three individuals totaling
$15,080 less their combined contribution limit of $6,300 ($2,100 x 3)).



| Finding 2. Loan From the Candidate and Spouse

FFM reported a $9,000 loan from the Candidate that was apparently made with funds
from the Caadidato’s spouase. These funds were trom the sale of stock bolunging to the
Candidate’s spouse and were deposited itfo a joint pmaonal account of the Candidato and
his sponse prior to the being depasited intu thie FFM acconnt. The Commission
cansidered the extent ta which the contribution limits of 2 U.S.C. 441a(a)(1)(A) and 11
CFR §110.1(a) and (b) applied to this loan. The Commission determined that the
contribution limits of the Act and Regulations did not apply to this loan.

Legal Standard

A. Authorized Committee Limits: An authorized committee may not receive more
than a total of $2,000 per election from any one person. 2 U.S.C. §441a(a)(1)(A) and 11
CFR §1106.1(a) and (b). The Bipartisan Campaiga Reforin Act of 2002 (BCRA) incluties
provisions ttrt indexes the individunal contribution linait far inflation. The individual
contribution limit for the 2006 election cycle was $2,100.

B. Definition of Personal Funds. Personal funds of the candidate include amounts
derived from any asset that, under applicable State law, at the time the individual became

. a candidate, the candidate had legal right of access to or control over, and with respect to
which the candidate had legal and rightful title or in which the candidate had an equitable
interest. 2 U.S.C. §431(26)

Facts and Analynio

FFM roported a $9,000 loan from the Candidate. The source of the funds was a $10,000
check drawn on a trust and made payable to the Candidate’s spouse. The $10,000 check
was depasited into the joint checking account of the Candidate and his spouse. On the
same day a $9,000 check was issued payable to FFM and signed by the Candidate’s
spouse. The memo line of this check identified the purpose as a loan to FFM. The
balance in the joint personal account on the day prior to the deposit of $10,000 was not
sufficient to allow for the transfer of $9,000 to FFM.

Intoerim Audit Report Recommendation and Commiltee Responee

- The Audit staff reconmended that FFM provide nvidence demonstratiag that the
coniribution was not excessive or prohibited. Such evidence was to include
documentation demonstrating the Candidate’s entitlement to the funds from the trust and
the purpose of the $10,000 check issued to the Candidate’s spouse from the trust account.
FFM also was to provide information regarding the person(s) who established the trust
and the beneficiary of the trust.

In response to the interim audit report, FFM stated that the source of the $10,000 was the
Candidate’s spouse. FFM explained that these funds were from the sale of stock
belonging to the Candidate’s spouse and were deposited into a joint personal account of
the Candidan: and his spouse. FFM further explained that it was their understanding that
under Federal law a Candidate’s spouse could contribute or lend an unlimited amount of
histher personal fumds te the Candidnte’s campaign. However, fuunds given to ar loaned



to a candidate from any person, including a relative or friend of the candidate, are not
considered the personal funds of the Candidate. Therefore, the Audit staff concluded that
FFM received an exoessive contribution of $8,526 from the Candidate’s spouse.*

FFM was provided a copy of the draft final audit report on December 3, 2009 that
included the Audit staff’s conclusion stated above. In respense, FFM again stated the
source of the funds was the Candidate’s spouse but also provided an affidavit from her
explaining the couple’s joint intent in making the loan.

Commission Conclusion

The Commission considered the extent to which the contribution limits of 2 U.S.C.
441a(a)(1)(A) and 11 CFR §110.1(a) and (b) applied to the loan from funds of the
Candidate’s spouse that had first been deposited into a joint account of the spouse and the
Candidate. The Commission determined that the contribution limits of the Act and
Regulations did not apply to this loan.

* The Candidate's spouse made other contributions totaling $1,626 to FFM. The excess.ivg amount is
calculated as $8,526 ($9,000 loan + $1,626 other contributions - $2,100 contribution limit).



